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The Facts
Perhaps 10 to 20% of all peer-reviewed
articles are published in OA
Almost 10,000 journals listed in the DOAJ
A flurry of announcements in the past in
2012-13 (Finch Report in the UK, Horizon
2020, White House Dissemination Initiative)

BUT...
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The Facts (cont’d)
Reed Elsevier and Wiley’s share prices are
doing well
Stock Price Performance
since 2011
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The Facts (cont’d)
Subscription publishing seems in great health
Elsevier reported faster revenue growth in 1H 2014 “In
primary research, growth in article submissions and usage
remained strong. Subscription revenue growth improved by
around half a percentage point, driven by increased volume
and new sales”
Wiley is still growing adequately “Calendar Year 2014
Journal Subscriptions: At the end of April, calendar year
2014 journal subscriptions were up 2% on a constant
currency basis, with 96% of targeted business closed for the
2014 volume year”
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What is Going On?
Full Gold OA is a major threat to the
economics of subscription publishers...
£ million

2011

£ million

2011

Total Elsevier revenues

2058

Total Elsevier revenues

2058

50%

Journals as % of total Elsevier

50%

1029

Total Journals revenue

1029

Journals as % of total Elsevier
Total current Journals revenue
Articles published
Top Tier articles as % ot total articles

50%

Average APC of Top Tier articles (£)

4,000

Low Tier articles as % ot total articles

50%

Average APC of Low Tier articles (£)

650

Total OA revenues
Total costs - subscription model

Total costs - Open Access model

543

Current Operating Profit

(220)

% change in Operating Profit

-53%

33%

33%

Average APC of Low Tier articles (£)

650

6

589
617

OA cost savings (@12% of costs)

74

Total costs - Open Access model

543

OA Operating profit

46

Current Operating Profit

Source: Company reports and Bernstein analysis

1,000

Low Tier articles as % ot total articles

Operating profit %

412

Change in Operating Profit

Mid Tier articles as % ot total articles

Total costs - subscription model

26.1%

33%
4,000

Total OA revenues

192

316,000

Average APC of Top Tier articles (£)

Average APC of Mid Tier articles (£)

617
74

Operating profit %

Top Tier articles as % ot total articles

735

OA cost savings (@12% of costs)

OA Operating profit

Articles published

316,000

4.5%
412

Change in Operating Profit

(366)

% change in Operating Profit

-89%
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The Potential Impact
...with significant possible repercussions on
the company’s overall performance
Reed Elsevier (£million)

2015e
Best
Base

Elsevier Revenue, £m
Est. Journals, % Elsevier Revenues
Est. Elsevier Journals Revenue, £m

2,191
50%
1,095

2,191
50%
1,095

Elsevier Journals OPM, %
Elsevier Journals OPM, £m

40.0%
438

40.0%
438

Elsevier Journals OPM, % (reduced)
Elsevier Journals OPM, £m
Reduction, £m

26.1%
286
(152)

4.5%
49
(389)

Reed Elsevier Group OPM, £m

1,788

1,788

Reduction, % total

(9%)

(22%)

Source: Company reports, Bernstein estimates and analysis
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But OA Implementation is Failing
Definition remains vague, probably because
objectives are vague
“Europeans are from Mars, Americans are
from Venus”
Hybrid model is effectively impossible to
monitor
Expectations that OA will address the serial
costs crisis are fading away
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The Problem If You Are a Librarian...
The problem if you are a librarian...

Source: Reed Elsevier 2005 Company Presentation, reproduced with permission from the company
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The Problem If You Are a Tax Payer...
Cost of subscriptions continues to rise
In addition, now have to pay APCs for Gold
OA dissemination
Additional funding for research is hard to find
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...and If You Are a Publisher?
Right now, it looks like most publishers are
OK...
...but adding costs to a dysfunctional model
may be a recipe for future problems
If funding for science will contract, there will
be pressure again on budgets for
dissemination (whether this is funding for
libraries or for APCs)
11
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Disclosure Appendix – Valuation Methodology & Risks
Valuation Methodology – Reed Elsevier
• We base our target prices for our coverage of Reed Elsevier on a price to earnings methodology. In order to calculate our target prices, we look at
each company's current relative multiple (company price to forward earnings ratio, P/E, relative to MSCI Europe P/E – and the S&P500 benchmark for
Thomson Reuters) and then apply a target relative multiple given each company's future EPS growth prospects to 2016
Company

Reed Elsevier PLC
Reed Elsevier NV

Rating

Currency

Market
Cap

12-Sep-14
Price

EPS CAGR
2013-16E

2014E
EPS

2014E
P/E

Relative
P/E Multiple

Target Relative
P/E Multiple

Target
Price

Implied %
Up / Downside

U
U

GBP
EUR

£7,017
€ 20,762

992.5p
€ 17.57

5.0%
6.7%

56.3p
€ 1.07

17.6x
16.4x

114%
107%

80%
80%

700p
€ 12.00

-29%
-32%

MSCI Europe

9-11%

15.4x

Risks - Reed Elsevier
• The key risk to our Underperform rating and 12-month target prices for Reed Elsevier derive primarily from the impact of the economic cycle and from
M&A activity
• While most of the revenues should be relatively stable irrespective of changes in economic activity, some segments (RX, RBI) are more sensitive than
others.
• A divestiture of significant parts of the portfolio (e.g., Exhibitions) would probably trigger a re-rating.
• While market shares are relatively stable, fluctuations deriving from failure to win individual contracts or clients can negatively or positively affect
revenues.
• In addition, Reed Elsevier is highly exposed to currency fluctuations: approximately 55% of its revenue is denominated in U.S. Dollars

Source: Bloomberg, Bernstein estimates and analysis
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Disclosure Appendix – SRO Required & Ratings History
Disclosure Appendix
SRO REQUIRED DISCLOSURES
•

References to "Bernstein" relate to Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited, Sanford C. Bernstein (Hong Kong) Limited 盛博香港有限公司, and Sanford C.
Bernstein (business registration number 53193989L), a unit of AllianceBernstein (Singapore) Ltd. which is a licensed entity under the Securities and Futures Act and registered with
Company Registration No. 199703364C, collectively.

•

Bernstein analysts are compensated based on aggregate contributions to the research franchise as measured by account penetration, productivity and proactivity of investment ideas. No
analysts are compensated based on performance in, or contributions to, generating investment banking revenues.

•

Bernstein rates stocks based on forecasts of relative performance for the next 6-12 months versus the S&P 500 for stocks listed on the U.S. and Canadian exchanges, versus the MSCI
Pan Europe Index for stocks listed on the European exchanges (except for Russian companies), versus the MSCI Emerging Markets Index for Russian companies and stocks listed on
emerging markets exchanges outside of the Asia Pacific region, and versus the MSCI Asia Pacific ex-Japan Index for stocks listed on the Asian (ex-Japan) exchanges - unless otherwise
specified. We have three categories of ratings:
Outperform: Stock will outpace the market index by more than 15 pp in the year ahead.
Market-Perform: Stock will perform in line with the market index to within +/-15 pp in the year ahead.
Underperform: Stock will trail the performance of the market index by more than 15 pp in the year ahead.
Not Rated: The stock Rating, Target Price and estimates (if any) have been suspended temporarily.

•

As of 09/12/2014, Bernstein's ratings were distributed as follows: Outperform - 44.9% (1.9% banking clients) ; Market-Perform - 43.8% (0.8% banking clients); Underperform - 11.3% (0.0%
banking clients); Not Rated - 0.0% (0.0% banking clients). The numbers in parentheses represent the percentage of companies in each category to whom Bernstein provided investment
banking services within the last twelve (12) months.

12-Month Rating History as of 09/14/2014
Ticker

Rating Changes

REL.LN U (RC) 03/10/11
REN.NA U (RC) 03/10/11
Rating Guide: O - Outperform, M - Market-Perform, U - Underperform, N - Not Rated
Rating Actions: IC - Initiated Coverage, DC - Dropped Coverage, RC - Rating Change
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Disclosure Appendix – Other Disclosures

OTHER DISCLOSURES
A price movement of a security which may be temporary will not necessarily trigger a recommendation change. Bernstein will advise as and when coverage of securities commences and
ceases. Bernstein has no policy or standard as to the frequency of any updates or changes to its coverage policies. Although the definition and application of these methods are based on
generally accepted industry practices and models, please note that there is a range of reasonable variations within these models. The application of models typically depends on forecasts of a
range of economic variables, which may include, but not limited to, interest rates, exchange rates, earnings, cash flows and risk factors that are subject to uncertainty and also may change
over time. Any valuation is dependent upon the subjective opinion of the analysts carrying out this valuation.
This document may not be passed on to any person in the United Kingdom (i) who is a retail client (ii) unless that person or entity qualifies as an authorised person or exempt person within the
meaning of section 19 of the UK Financial Services and Markets Act 2000 (the "Act"), or qualifies as a person to whom the financial promotion restriction imposed by the Act does not apply by
virtue of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, or is a person classified as an "professional client" for the purposes of the Conduct of Business Rules
of the Financial Conduct Authority.

To our readers in the United States: Sanford C. Bernstein & Co., LLC is distributing this publication in the United States and accepts responsibility for its contents. Any U.S. person receiving
this publication and wishing to effect securities transactions in any security discussed herein should do so only through Sanford C. Bernstein & Co., LLC.
To our readers in the United Kingdom: This publication has been issued or approved for issue in the United Kingdom by Sanford C. Bernstein Limited, authorised and regulated by the
Financial Conduct Authority and located at 50 Berkeley Street, London W1J 8SB, +44 (0)20-7170-5000.
To our readers in member states of the EEA: This publication is being distributed in the EEA by Sanford C. Bernstein Limited, which is authorised and regulated in the United Kingdom by
the Financial Conduct Authority and holds a passport under the Markets in Financial Instruments Directive.
To our readers in Hong Kong: This publication is being distributed in Hong Kong by Sanford C. Bernstein (Hong Kong) Limited 盛博香港有限公司, which is licensed and regulated by the
Hong Kong Securities and Futures Commission (Central Entity No. AXC846). This publication is solely for professional investors only, as defined in the Securities and Futures Ordinance
(Cap. 571).
To our readers in Singapore: This publication is being distributed in Singapore by Sanford C. Bernstein, a unit of AllianceBernstein (Singapore) Ltd., only to accredited investors or
institutional investors, as defined in the Securities and Futures Act (Chapter 289). Recipients in Singapore should contact AllianceBernstein (Singapore) Ltd. in respect of matters arising from,
or in connection with, this publication. AllianceBernstein (Singapore) Ltd. is a licensed entity under the Securities and Futures Act and registered with Company Registration No. 199703364C.
It is regulated by the Monetary Authority of Singapore and located at 30 Cecil Street, #28-08 Prudential Tower, Singapore 049712, +65-62304600. The business name "Sanford C. Bernstein"
is registered under business registration number 53193989L.
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Disclosure Appendix – Other Disclosures & Certifications
To our readers in Australia: Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited and Sanford C. Bernstein (Hong Kong) Limited 盛博香港有限公司 are exempt from the
requirement to hold an Australian financial services licence under the Corporations Act 2001 in respect of the provision of the following financial services to wholesale clients:
providing financial product advice;
dealing in a financial product;
making a market for a financial product; and
providing a custodial or depository service.
Sanford C. Bernstein & Co., LLC., Sanford C. Bernstein Limited, Sanford C. Bernstein (Hong Kong) Limited 盛博香港有限公司 and AllianceBernstein (Singapore) Ltd. are regulated by,
respectively, the Securities and Exchange Commission under U.S. laws, by the Financial Conduct Authority under U.K. laws, by the Hong Kong Securities and Futures Commission under
Hong Kong laws, and by the Monetary Authority of Singapore under Singapore laws, all of which differ from Australian laws.
One or more of the officers, directors, or employees of Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited, Sanford C. Bernstein (Hong Kong) Limited 盛博香港有限公司, Sanford
C. Bernstein (business registration number 53193989L) , a unit of AllianceBernstein (Singapore) Ltd. which is a licensed entity under the Securities and Futures Act and registered with
Company Registration No. 199703364C, and/or their affiliates may at any time hold, increase or decrease positions in securities of any company mentioned herein.
Bernstein or its affiliates may provide investment management or other services to the pension or profit sharing plans, or employees of any company mentioned herein, and may give advice to
others as to investments in such companies. These entities may effect transactions that are similar to or different from those recommended herein.
Bernstein Research Publications are disseminated to our customers through posting on the firm's password protected website, www.bernsteinresearch.com. Additionally, Bernstein Research
Publications are available through email, postal mail and commercial research portals. If you wish to alter your current distribution method, please contact your salesperson for details.
Bernstein and/or its affiliates do and seek to do business with companies covered in its research publications. As a result, investors should be aware that Bernstein and/or its affiliates may
have a conflict of interest that could affect the objectivity of this publication. Investors should consider this publication as only a single factor in making their investment decisions.
This publication has been published and distributed in accordance with Bernstein's policy for management of conflicts of interest in investment research, a copy of which is available from
Sanford C. Bernstein & Co., LLC, Director of Compliance, 1345 Avenue of the Americas, New York, N.Y. 10105, Sanford C. Bernstein Limited, Director of Compliance, 50 Berkeley Street,
London W1J 8SB, United Kingdom, or Sanford C. Bernstein (Hong Kong) Limited 盛博香港有限公司, Director of Compliance, Suites 3206-11, 32/F, One International Finance Centre, 1
Harbour View Street, Central, Hong Kong, or Sanford C. Bernstein (business registration number 53193989L) , a unit of AllianceBernstein (Singapore) Ltd. which is a licensed entity under the
Securities and Futures Act and registered with Company Registration No. 199703364C, Director of Compliance, 30 Cecil Street, #28-08 Prudential Tower, Singapore 049712. Additional
disclosures and information regarding Bernstein's business are available on our website www.bernsteinresearch.com.
CERTIFICATIONS
I/(we), Claudio Aspesi, Senior Analyst(s)/Analyst(s), certify that all of the views expressed in this publication accurately reflect my/(our) personal views about any and all of the subject
securities or issuers and that no part of my/(our) compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views in this publication.
Copyright 2014, Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited, Sanford C. Bernstein (Hong Kong) Limited 盛博香港有限公司, and AllianceBernstein (Singapore) Ltd.,
subsidiaries of AllianceBernstein L.P. ~1345 Avenue of the Americas ~ NY, NY 10105 ~212/756-4400. All rights reserved.
This publication is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of, or located in any locality, state, country or other jurisdiction where
such distribution, publication, availability or use would be contrary to law or regulation or which would subject Bernstein or any of their subsidiaries or affiliates to any registration or licensing
requirement within such jurisdiction. This publication is based upon public sources we believe to be reliable, but no representation is made by us that the publication is accurate or complete.
We do not undertake to advise you of any change in the reported information or in the opinions herein. This publication was prepared and issued by Bernstein for distribution to eligible
counterparties or professional clients. This publication is not an offer to buy or sell any security, and it does not constitute investment, legal or tax advice. The investments referred to herein
may not be suitable for you. Investors must make their own investment decisions in consultation with their professional advisors in light of their specific circumstances. The value of
investments may fluctuate, and investments that are denominated in foreign currencies may fluctuate in value as a result of exposure to exchange rate movements. Information about past
performance of an investment is not necessarily a guide to, indicator of, or assurance of, future performance.
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